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The USSR's Hard Currency
Paymeats Position

—

¥ - - -
Key Jodgments The USSR had remarkable success in slashing its hard currency debt last
Information aveilable year, following an increaseo of $3 billion in 1981. The payments turn-
e o _Z‘:‘ﬁ”w around—duc mainly to sharply increasod oil exports—will not last long,

however, without a dramatic and unexpectod improvement in Sovict export
prospects. Although the Soviets will probably not run into serious payments
problems in the near future, they could ha--e their hands full sorting out
import noods.

Aflter reducing growth of its hard currency debt during 1977-80, the USSR
was hit in 1981 by a soaring agricultural import bill, soft oil prices in its
Western markets, and the neod to increase aid to Poland. Although its hard
currency position is still relatively strong—the debt service ratio is less
than 20 percent—Moscow did not take lightly the turnaround in its
fortunes in 1981. Paradoxically, Soviet willingness to depend on economic
ties with the West has declined as Moscow's domestic difficultics have
mounted and economic growth has slowed.

In 1982 the USSR cut its hard currency trade deficit to $1.3 billion,
compared with $4 billion in 1981, by strongly pushing il exports aad
reducing imports. Agricultural imports {ell substantially due both to a
decline in the volume of grain purchased and tower prices for most
agricultural commoditics. However, most of this decline was offset by
stepped-up imports of Western machinery and oquipment and steel pipe—
underwritten by Western government-backed credits—as deliveries began
for the Siberia—to-Western Europe gas pipeline. . o

Moscow's success, however, was purchased at considerable cost. [n 1982
the volume of oil exports sold for hard currency was increased by reducing
exports to Eastern Burope, {mporting increased quantities of OPEC ol for
resale in the West, and holding down domextic oil coasumption and/or
drawing down oil inventories. On the import side, Moscow's apparent
decision to limit grain purchases is being felt by the Soviet consumer in
terms of per capita availability of meat and dairy products. Earlier efforts
to curb debt growth resulted in a sharp decline in the volume of Western
machinery and equipment imported during 1977-81.

One of the serious problems facing the Soviet lcadership in the 1980s is re-
cmerging hard currency shortages, which oould limit imports at a time of

{increasing coonomic stringency. The USSR's hard currency prospects are

poor. Not only arc oil prices likely to remain =ofd for the next few years, but
revenues from othe: key export carners such as gas—and. perhaps, gold

ili /674%
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and arms—which are linked to oil prices, may also be affected. Although
enorgy prices could recover later in the docade, the USSR may not be in a
strong position to benefit. Domestic oil production shortfalls could result in
a large docling in oil exports and force the USSR to hold down imports
paid for in hard currency or to negetiate loans from the West. *

Our projections indicate that—barring another round of spiraling oil
prices—Soviet hard currency purchasing power will at best remain level
through 1990. Oil exports are expected to return to the downward trend of
1979-81, and expocted real increascs in gas exports may fall short of
covering the decline in oil exports. In this circumstance the USSR will
have a difficult time achicving more than a modest real growth in hard cur-
rency imports in the second half of the decade, unless it is willing to acoept
a charp increase in its debt burden. /

Hard currency imports arc important for casing food shortages, raising
cuergy production, sustaining technological advances and productivity, and
making up for unexpected shortfalls of key products. Within the limits of
hard currency availability, world supplies, and political considerations,
Moscow's priorities are probably aimed at: (1) obtaining sufficieat grain
and other sgricultural products to maintain consumption of quality foods
at least near current levels, (2) purchasing the necessary industrial
materials—notably steel—to operate productive plant at planned levels,

v and (3) importing machinery and technology to meet targets for investmeat
in energy and other priority sectors. |

If forced to choose, the Soviets would be hard pressed to decide whether to
concentrate import cuts in the nonagricultural or agricultural arcas.
Despite the rocent rencwed emphasis on agricultural self-sufficiency,
anaual imports of 20-30 miltion tons of grain and 2-3 mifllion tons of
oilseeds and oilseed meal will be needed to support livestock expansion
plans during the next several years, even with a return w normal harvests.
Agricultural imports will depend partly on domestic production but also on
the extent of the lcadership's commitment to maintaia or increase per
capita consumption of quality foods. The S-million-ton decline in grain
imports and the slight decline in per capita meat consumption the Soviets
permitted in 1982, however, indicate that the present leadership is not
willing to increase imports of farm products indefinitely.
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Purchases of Western stoal and othor industrial inputs, meanwhile, will
also noed priority. Not only will imports of largo-diameter stee! pipe
remain critical for the construction of oil and gas pipelines, but the Sovicte
probably will continue to buy—at least for tho next few years—large
amounts of cold rolled sheet stoel, tin plate, and speclalty stocls. Mcan-
while, we expect that Moscow will emphasire equipment purchases for
doveloping energy rosources. Finally, the stepped-up investment allocations
for industries supporting the Food Program are likely to give these
industries a larger share in imports of Westorn machinery.

Tho Androyov administration will consider a range of economic policy
alternatives if import constraints prove too severe. Western credits are
oneo—and a relatively immediato—means of financing substantial addition-
al Soviet hard currency imports. Bven so, Soviet debt management policy
would have to become less conservative, and Western governments would
probably have to provide encouragement and insuranoce to private kcaders
to permit a large increase in lending. While Soviet debt is now relatively
low, in the longer term the USSR may find it increasingly attractive to try
to augment hard currency imports by expanding gas exports to Western
Burope. The now export pipeline now belng built, when completed, will
have substantial capacity to carry additional Sovict gas to Western Burope.
If needed, the USSR woukd be more than willing to build additional
pipelines to supply gas foc Western Burope.
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The USSR's Hard Currency
Paymeats Position

Ixtrodection
The USSR has moved vigorously sinoe mid-1981 to
deal with a deteriorating hard currency ' position
caused by soft energy prices and weak demand for
Savict goods. This paper provides an estimate of the
USSR's hard currency paymonts position and rcvicws
the steps Moscow has taken to streagthen this posi-
tion. [t also analyzos the outlook for Sovict hard
currency carnings through the rest of the decade and
discusses the options available to the USSR in view of
the likely need to curb import growth
Derelopments Durleg 1971-80
The USSR has capltalized on its coonomic relations
with the West to expand its resource base, raise the
techoolegical tevel of its industry, relieve industrial
bottlenecks, increase domestic food supplics, and less-
en the burden of defense. This policy reached its
zenith ia the carly and mid-1970s, as postwar produc-
tivity gains cvaporated and Moscow tumed to the
West for ecuipment and technology to spur its indus-
try and for grain to offsct shortfalls in its inefTicient
{arm sector.

4
Expectations were similarly high in the West, where
batinessmen boped to sell equipment and technology
from underemployed capital goods industrics and to
develop a large and growing market in the USSR for
coasumer goods. The Politburo's decision to give full
support to the Brezhnev program for upgrading the
Sovict diet was an added sign that more atienton
woald be given to the consumer, who would {a tum
require large Soviet imports of Western agricultural
goods. For {ts part, the West viewed the USSR as an
{mportant new source of energy supplics as well ax a
supplier of timber, variove ore and metals, diamonds,
and other aw materdals, | ’

* Untem otierwise moted, refeceaces w the USSR trede and detn
€re to K bard currency position with nor-Comorenint coantrics (sec
goendit A} Reporting oa that pact of Sovict t(cede and payments
ofth other Cocmarentst couatriee that b cosdected on & hard
curremcy bast b [ar from compicte

Because of increasing reliance on the West for oquip-
ment and grain, the USSR incurred large trade
deficits in the mid-1970s. Concern over these deficits
and the rapidly rising hard currency debt lod Moscow
in 1977 to begin to limit growth in imports from the
West. The main impact was on Imports of machinery
and equipment, which in real terms fell an estimated
20 percent during 1977-80 (sec table B-1 in appendix
B). Moscow was greatly aided during its efforts to
narrow the trade gap by good harvests in 1977 and
1978 (pcrmitting & reduction in agricultural imports).
But the dominant factor was spiraling world oil prices
in 1979 and 1980, which resulted in large increments
in the value of oil exports in spite of falling volume.
During 1979 and 1980, for cxample, nearly two-thirds
of the $10 billion risc in hard currency commodity
cxport earnings was duc o increased prices for oil (soc
table B-2 in appendix B and figure 1) With these
trends in the trade acoguats, by 1979 the bard
currency trade deficit had dropped to $2 billton as
ocompared with $5.8 billion a year in 1975 and 1976
(sce table 1) )

Laxports. Purchases from the West rose nearly cight-
fold in value terms betwoen 1970 and 1980, boosting
the share in total Soviet impocts from 23 o 38
pereent. In volume terms, however, hard currency
tmports increased oaly twofold and were roughly 30
peroent of total impocts in 1980. Purchascs of machin-
cry, {errous metal products, and (arm products—
especially graln—have dominated Soviet imports.

linports of Western ecquipment and tochnotogy have
undoubiedly helped Mosoow deal with some critical
problems, even though these imports acooant for less
than § peroent of the machinery and equipment
component of Soviet fixed {avestment, and many of
them bave been difficult for the USSR to assimilate.
In the 19705, imported chemical equipment. acoount-
ing for about one-third of all Western machinery
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parchased by the Soviets, was partally oc largely
reapoatible for doabling the output of ammoais,
aitrogen fertilizer, and plastics and foc mocre than
trtpting cyothetic fiber peoductioa. In the late 19705,
for example, half of Soviet ammonia output was from
Western plants.

Noc could the Sovicts have accomplishod thelr ambi-
tows | 5-year peogram of modernization and cxpan-
s0q tn the motor vehicle industry without Western
belp. The Flat-oquipped YAZ plant, for cxampte,
prodeces bhall of all Soviet passenger cars, and the
Kamz River truck plant sccounts for a similer share
of Soviet heavy truck cutput. Moreover, the Savicts
bave tmported large numbers of Western computer
tysterms eod minicomputers.

tmporis from the West also have played & kry role in
supporling the energy soctor. Saviet deficiencies tn
drillicg. pumping, and pipcline constrection oquip-
ment led the USSR to purchase about $5 billica
worth of oll and gas oquipment tn the 1970¢. la
additica, West Germany and Japan provided virtually
all the large-diameter plpe coodod (oc gas pipcline
oonstructen

la the case of agricultura! importy, Sovict hard car
raxcy grain {mports jumped (rom an eversge of 11
million tont a year dudng 1971-75 to 17 million tons «
year durlag 1976-78 and 26 millioa tora a year in
1979 and 1980. By 1980 grain purchaces coupled with
reoord impors of meat, sugar, and vegetable oil




Table 1

Million US §
USSR: Estimated Hard Currency Balance of Paymeats E
1970 1978 1976 1977 1978 1979 1980 1981 1982
Current account balaace 260 -4607 -3,216 432 423 2177 1,904 —100 4,206
Tredo balence —360 26297 —S$333 —1942  —)690 —2018 —2486 —4000 —1.294
Exports, {0.b. 2424 8,280 10,225 11,863 13,3% 19417 23,584 23,778 26,152
___lmporu, (0d. 2984 14577 15478 142805 11026 21435 26070 27778 21446
Additional mititary 400 1,500 18350 3220 3.963 3ess 4,200 4,200 5960
detiveries to LDCs, .
fob e .
Net intorest ~80 —$10  -724 -850  —880  -800 -70 —1300 —1500
Otber invisibies and 500 60 M 1030 1,030 1140 900 1.000 1,000
tramsfers
Capital account balance NA 6,520 3888 23310 1,736 340 1630 5810 —1240
Gross drawings * HA 63N 5,493 1437 3097 4473 2863 6,200 24650
Governmeat becked 450 19712 2430 1,991 2,563 2410 2,193 2,900 2350
Comemerciat NA 4399 3043 856 532 2,063 610 4,200 =200
Repayments NA 969 1.363 1,953 2331 2,800 3050 3,200 pEL)
Government becked 160 30 103 1,283 1,456 1,70 1915 2000 2,100
Comsenerical Na 239 330 670 875 1,100 1138 1,200 1315
Net change in asects 3 -393 1610 -310 1.550 2828 =8 —140 1578
beld in Westera banks
Gold salen NBGL 23 1370 1,620 13520 1,490 1,580 2,700 1,100
Net.errors aad omissions € NA ~1913 —672 —3288 —2161  —2S517 3334 5040 —2.966

* These estimates exclude the valeo of armw-retated commercial
cxports iactoded ta the reporting oa Soviet exports to indiridual
LDCh. which we estimate &t about $2 Milion in 1981, Those
estimates are based on the reported cxport resideats ia publishod
Soviet data on trade with LDCs (that is, the difference betwoen
Soviet teparted sgEresatz exports 10 the LDCs and Soviet ceporting
on exports to kndividwal LDCx). The export residuals were reduocd
by the esticanted value of Soviet exports of mxajor arms systems to
2ol curroacy paying LDCs oa an f.0.b. basis. The cetimatos atso
cxctude the velwe of follow-on servioes, which may be sbstantial

pushed total agricultural imports to more than $9
billion, accounting for 36 percent of hard currency
merchandise imports. Without Western grain, Soviet
coasumers would not bave bad the {ncrease in moat
consumption they realized in the early 1970s, and
there would have been a sharp drop ia per capita
consumption of meat in the late 19705 instead of a
leveling of(

* Incinding additions to short-term debl.
‘mhdmmnmwm
ard currency trade with other Comesanist coustries; bard carrency
orodits to LDCs to finance Sovict selos of machinery and equipment
WWMMnWWmm
trbes to fiarnoe sales of ot and ather comemadities; and errors ta other
Tine items of the socounts.

m.mmmhwammdfwm
than aine-tenths of the teafold rise in Soviet hard
currency exports since 1970 (see figure 2). Because
export priocs grew on average twice as fast ‘'as import
peices, the terms of trade improved at an average
annual rate of 8 percent (soe table B-3 in appendix B).
Soaring prices for oil accounted for more than one-
hatf of the rise in total exports and increased gas

e




paices for another onc-tenth. The volume of Soviet
hard currency exports grew by only 45 peroent be-
twoen 1970 and 1980—an avcrage of 6 percent a ycar
during 1971-79 followod by a docline of 7 percent in
1980.

The volume of ail exports {crude oil and petrolcum
products) to hard currcacy trading partners peaked at
1.1 millloa b/d In 1978 and dropped to 975,000 b/d
by 1980 (so¢ table B-4 in appendix B) as domestic
output growth tapered ofl. (Crude oil acoounts for just
over oac-half of Soviet oil exports to hard currency
countrict.) As a result of the much greater increase in
ol prices (seveateenfold betwoen 1970 and 1980) than
in prices of nonoil exports (less than fivefold), the
valuc of oil in total Sovict hard currency exports
climbed from 18 percent in 1970 to 52 percent in
1980. ln real terms, oil remained at less than 20
pereent of total real hard currency exports.

The annual volume of natural gas expocts, which
dimbed from oaly | tillion cubic meters in 1970 to 22
billioa cubic meters in 1978, keveled off at an annual
average of about 23 billion cubic meters in 1979 and
1989. The volume of exports of wood and wood
prodects and ¢iamoads stagnated throughout much of
the perfod, while'sales of ferrous metals and agricul-
tural pcoducts rose moderately during 197175 before
falting throagh 1980. [n the case of wood and wood
producty, labor and cquipment shortages have limited
the Luvesting of timber, which must come from .
incressingly remote wreas, while rising domestic de-
mand for tumber and paper products has caused
persistent domestic shortages of these products in the
pest scvera! years. .

Chemical exports grew dramaticeally in the 19701 bat
aill accoaat for only 3 percent of total hard currency
exports. Most of the growth resulted (rom buy-back
deals under which Wester?l (irms provided the plant
wd equipment in retuen for fature product exports. {a
(act. Western belp has allowed the USSR to become
tbe worid's keading ammoata exporter—about 2 mil-
lion tont were exported In 1981, Exports of other
chemicals are not as large. Neverthelers, Western
chemical expoctert already have begun to worry about
the nung sales of Sovict polycthylenc n their mar-
kot

txports of machinery and cquipment-—sold mainly (o
L.DCs—-tripled in real terms during 1971-79 and then
doclined somewhat as sales to Iraq fell. Iraq has, oo
fact, been the largest customer for the USSR's ma-
chinery and oquipment. In 1980 transporiation equip-
ment acoounted for 32 percent of Soviet hard curren-
cy exports of machinery and equipment, with
automobiles alone accounting for 13 perceat and
trucks, helicopters, and other items intended (or mili-
tary use an estimated 16 percent.

Most Sovict machinery is not well suited to Western
markets, nor is it backstopped by & developed network
for service or spare parts. While the Sovicts can mass-
produce, at low cost, simple machinery and equipment
such as standard machine tools and have enjoyed

. some success {n exporting such products wo the West,

the market for these products has boea stagnant in
recent years and ocompetition {rom newly industnial-
ized countries is growing. 1o addition, givea the
growing stringencies in steel and other raw matenial
supplics within the USSR, Soviet machine builders
arc barcly 2ble to meet the demands of the domestic
oconomy.

Oxhver Flard Currency Flows. Since the mid-1970s,
sizable carnings from sales of gold and arots have
permitted the USSR to limit its use of Western
credits, while interest camings oa Soviet asocts in
Western baaks and from tnvisitdes and transfers have
usually offset interest payments oa the debt. Gold -
traditicaslly has ranked &3 onc of the USSR's top
hard corrency carners, with cumulative reoeipts in the
19708 ncttdag Mosoow $15 billion—ean amount equal
10 about [0 percent of Soviet hard currency outlays in
the decade, The USSR has a gold inventory of about
2.000 tons, worth some $28 billion at the late May
1983 peice of about $440 per ounoe

Beginning in the carly 1970¢, the USSR bocame a
major supplier of military equipment to the LDCs,
with most of the business coming {rom the Arab
countrics. We cstimate that total hard currency sales
rosc (rom $600 million at the beginning of the docade
to «bout $6 billion in 1980. These cxports are belicved




to consist almost cntlroly of major weapon systems
such as fighters, missiles, and tanks. Military sales
{ncluded in tho data for exports to individual LDCs
oconsist primacily of teucks, holicopters, sparcs, and
other support items.

When all of the hard currency curreat account items
in table | wro added up and not financing roccived is
taken into aocouat, tho identified roceipts excood
identifiod experditures (by an averago of $4.1 billion
during 1980-82). This calculated residual, “crrors and
omissions,” implies that wo have not taken into
accoaat all Soviet hard currency outlays. Apert {rom
the likellbood that cztimating crrors aro substantal,
the restdeal reflects the exclusion from the accounts
(bocause of substantial information gaps) of the
USSR'x:

* Hard currency assistance to other Communist
contrics.

« Net outlays in hard currency trade with the other
Commuanist countrics. .

* Net credite granted to LDCy to finance Sovict sales
of machinery and oquipment, including military
cquipmeat.

* Nat credits—mainly shoet term—provided to the
developed West to finance salcs of ofl and other
commodites.

* Hard currency expenditures to support Commuanist
parties and terrocist activities in the West

We have been able to extimate values for only pact of

the ttems betieved o be incieded n “errors and

oauistions.” la the case of hard currency sstistance to

Poland, such ansistance may bave totaled $300 million

tn 1980 and close to $1 billloa tn 1981, The USSR

tocurred a $500-600 millioa deficit ia 1981 ia {ts hard
carrency trade with Hungary, the only Bast Buropean
country that provides sufficient data to enable us to
make soch an estimate. Sovict hard cucrency par-
chaces (mataly sugar) from Cuba totaled $400 million
ta 1981 and $500 million in 1982. Bstimatod drawings
oa Savict hard curreacy crodits covering sales of
machinery and equipment to the LDCy averaged
sboat $500 miflion a year during 1976-81. LDC

' [l rss been erremod Ut credita sery wed W0 firenoe 60 peroent
of crchimery and oqatpmaent deliverod to the USSR Yy avaltilaterel
LOC pectmers Repaymeats were assaumed 10 be geeed over dghe
yeery ou evecnge The amoumt owed the Sovicts ot yreeead 1981 Lt
et tor] at evixce ttme 31 Wiloe

St

repayments to the USSR averagod an cstimated $225 ~ -
million a year, yielding nct crodits of $275 million &
year. The amount outstanding et any onc timo—
assuming 30-day terms—on credits for oil sold to
dovelopod Western countries could have been as high
a1 $1 blllion in 1980 and 1981, up from $800 million
in 1979 {f the eamo terms aro assumod. If in [981 soft
world domand foroed the USSR o offer more favor-
able credit terms for ofl, the amount ouuu_a_‘nding
ocould have boen substantally higher

Debe, Soviet not hard currcacy debt rose from $600
million at the cad of 1971 o $11.2 billioa at the end
of 1975 (so00 table 2).! A determined campaiga to curb
the rizo in nct debt resulted in a drop to $9.3 billloa by
the cnd of 1980. About three-fifths of the increasc in
the USSR 's gross debt sinoc 1971 originated in
private bocrowing from commercial banks and other
commercial sources. Much of the increasc in the
Savict commercial debdt in the mid-1970s was the
result of large syndicatod general purpose loans.
Because of ity wish to bold down its debt and avoid
prevailing high interest rates, the USSR has not
engaged in such borrowing since 1979, whea it con-
solidated earlicr syndicated toans into ooc large
credit

Sovict debt oa Western official and officially backoed
credits—which since 1976 bas grown more rapedly
than debt arising from commercial crodis—aoccoants
foc two-(iths of tokal gross debe. Since the USSR
began large purchases of Western technology in the
carly 19701, Moscow has used officlal and officislly
backed credits to finance one-thind of its imports of
plant, equipment, and largo-diameter pipe from the
West. Annual Sovict drawings oa government-backed
credits jumped (rom an aversge of aboat $475 millwoa
during 197173 10 ncarly $2 billion by 1975 bat hawe
becn held at an anoual average of abeat $2.2 biflion &
year siece 1977, The volume of oew commitments fcﬂ
from & poak of $4 billica in 1976 to tess than

$2 billioa (a 1980, reflecting falling Sovict orders for
Western machinery end equipment (cee table B-S in
apoendix B). Subsidioed Interest retes and the tong

' For ¢ discurnion of the methodology used tn cstimatine '~
Sovimy” hiacd cerreacy debt 1o the West, oo epeadin

Segfct




Tablke 2
USSR: Extimated Hard Currcacy Debt (o the West

1973 1976
Qroc detx 10577 14100 15609
Comamaccial dedd 6,947 9.662 9._!5! .
Govrerament eod 1630 S.045 3731
goveremest-
backod datx )
Assccr in Wostern 3,128 4,733 4,423
besta
Net 6ete T.432 .91 1184

1971

Af(llion US 5. yoarcad

1978 1979 1980 1981 1962
16375 (6050 11865 20863 20.100
9515 10480 1001s 13015 11,500
6.860 1510 1450 1250 £.600
$915 1a09 €565 8425 10,000
10.400 9.250 9300 1L440  10.100

mataritics attached to most government-backed cred-
its have coasiderably helped Moscow to conserve
scarce hard currency. The interest rate subsidy
reached 2 record leved in 1981 —on the order of $300-
400 millioa—es commercial rates in most Western
coantres averaged 6 peroecntage ooints more than
those cherged oa official lozas.

SafTicient informatioa s oot availabie to cstimate the
beeakdown of the USSR's hard currency debt by
axjoc Western creditor. As of mid-1982 the Soviet
Udioa owed $550 milbioa to US baaks (in both
domnextic and focclgn branches and act of Sovict
deposits tn thase banks), $400 millioa to the Export-
lmpoct Baak, and $662 million on tend-lease extendod
ta [9<4S. : ) report indicat-
od thxt, &3 of 31 Mascn «v82, ot tuabilitiet to
Georman baaks and their foccign braaches were $1.5
b(morxg we atimate
Sovict detx 10 Brittsh banks was $1.8 billloa as of
30 Junc 1981, ¢

° la ecoordescr «tth ea Oovobeor {$43 ggrocment, the USSR aede
Comvlstive repaewts on tt bond dease St of $199 million decing
(93470 (2 (V7] (he two cowntries agrood that (be oatstandiag
Sovict dctt on bonddoare would be (xod &t $722 «xilTion end woald
S repaid over ¢ FO-your pertod. H{owcror, aftar auking poyment
of UQ exdBoa ducvog 19712-14 the USSR —in reaonnciag the t97)
Trede Aqrecemo: —awde sdditiont! repeymeats coatiagent ca
comcwod ecorm 0 US Egpart-lagont Baak credits ead mont-
(evrrvdd-cmtere raten ’

Debt size reveals little about a country's ability to
moct is financal obligations and to sustain nooded
imports. To provide perspective on the USSR s situa-
tion, scveral indicators of the hard currency debt bhave
been calculated—all of which show that the Sovixt
position rerosiat quite manageable (cec table B-6 tn
eppendix B Uting the ratio of repayments on
medium- and long-term debt plus iaterest oa total
debt 1o merchandise exports shows that, after rising to
about 27 percent in 1977 and 1978 foliowing heavy
borrowing in the previous two years, the deby corvice
catio {cll'10 20 percent in 1980 but rose to 23 percent
ia 1981 et exports stagoated. Thit catio still comparces
cxtremely favorably, however, with the 1981 detx
service retios for mast East Buropean oouatries, which
w¢ cstimate s raaging botwoen 22 peroent for
Crechostovakia to about 33 percent {or Bulgeris,
Hungary, and Roquaia, 69 peroent for Bast Gerau -
ay. and 148 peroent for Poland. Sovict debt service &s
& thare of tatal hard currency roocipts was 16 peroent
in {982,

The maturity structure of Sovit moedium- end bong-
term delt {s also (airly comfortable from the USSR s
vicwpoial Estimates {ndicate that, of total groms debe
at the cnd of 1981, about (wo-filths would {all duc by
the end of 1983. The wcight of chort-term debt has




rison sharply, howover, from about 20 peroont of gross
dobt in 1978 to noarly 30 percent in 1981 bocauso of

heavy use of short-torm grala credits. Although such

a largo short-torm debt docs not present an immediate
problom for Moscow, it could {f Woslcw banks were

10 balk at requosts to roll it over.

Two additional indicators refloct the impact of new
borrawings and dobt service payments upon a coun-
try's impor. capacity. The not transfor measuro—acw
drawings less repayments of peincipal and interest—
shows the increaso (or roducticn) as & fesult of
bocrowing. The USSR's heavy borrowing In 1975 and
1976 produced a not inward resource Lransfer of
ncirly $4 billion & year but carried with it the cost of

riting debt service. Moscow's policy of slowing down .

new borrowings during 1977-80-—coupled with the
decision to prepay tome of its Eurodollar syndica-
tioas—practically eliminated the inward transfer dur-
ing 1977-79 and resulted in an outward flow of about
$1.8 billioa in 1980. In 198! the trend was reversed
with & oct inward traasfer of $900 million. Wc also
calculate that poction of new drawings—90 peroent in
1981 —aused to service existing debt in order to meas-
- ure the extent to which Moscow is rolling over its
debe

Weakesizg and Retreachment kn 1981 and 1982

The Peyweents Posttion Weekexs. After bolding its
hard currency detx down daring 1977-80, tuc USSR
was bt in {981 by a rising agricultucal import bill,
20t all prices in the West, and the aced to provide
bard currency assistance to Poland. The deficit on
merchandise trade rose to $4 billion, compared with
$2.5 billioa {a 1980 (sce table 1). The gap would have
been even higher bad Moscow not pushoed exports—
malaly oll—and trimmed (mports—mainly machinery
eod equipaweat—{a the lant ball of 1981. For the year
a3 a whole, the Soviets managed to maiatain the value
of oll exports at the 1980 teve! o a S-percent il price
rise offsct the drop tn volume.

The vi'ue of mactinery impocts fell by 25 percent
during 1981, while importa of stecl other than pipe
dropped by 10 peroent, and purchases of chemicals
levclod ofT. In real termg, the cutbacks were even
larger. At the tame time, however, imports of agricul-
tural goods lncreazed by more than one-fourth—to

$11.7 billlon—end plpe imports rosc by more than
oac-fifth. The surgo In the agricultural bill resulted
malnly (rom & jump in grain imports to 39 miltion
tons. © 7 )

The unfavorable developments in the first half of
1981 forced Moscow to draw down its asscts ia
Western banks by an unprocodented $35 biltion. To
case its financial situation and rcbuild its asscts, the
USSR borrowed heavily—mainly on short-term cred-
its for grain—and sold substantial amounts of gold in
the sccond half of the year. By the cnd of the year,
assets were back up o $8.4 billion and the gross hard
currency debt had climbed to nearly $21 billioa.

Reaction in [982. Moscow contiauod its cfforts to
improve its paymeats position iato 1982. By strongly
pushing oil exports and holding down imports, the
USSR slashed its hard curreacy trade deficit to $1.3
billtoq, or one-third of the $4 billion deficit incurred
in 1981. Exports were up 10 peroeat, with about foar-
fifths of the $2.4 billion risc coming from the sharp
jump in oil safes. The volume of oil cxports in 1982 for
bard currency probably was 280,000 b/d higher than

the 920,000 b/d the USSR exported to bard currency .

customers in 1981 (sce table B4 in appeadix B). Even
with prices about 10 percent below the 1981 level, the
Soviets realized 2 pronoanced incresse in oil carnings,
and tota! hard currency merchandise exports for the
year cxoceded. $26 billios

'Tchovictsmduoodimpombylpcrwutoommmd

with those in 1981 by paring purchases of Western
grein, chemicals, and noatubular stoel. Compared
with & year caclier, Soviet hard currency grain fm-
pocts {ell off by 3 million toat to an estimated 36
million toas. Average prices pad foc grain doclinod by
roughly 1S peroent, with the monthly volume shipped
falling substantially after May

The estimatod volume of agricultural imports other
than greln incroased substantially, on the other hand,
due mainly to a sharp rise tn purchascs of Western
sugar. Because of overall lower prioes, tokal Soviet
hard currency expendituces on agrical*ural products




{cll by an esumatod 15 porcent. Partlal-yoar Wottorn
trade data suggost that purchases of cherlcals and of
stoc] other thaa plpo also fell. Imports of machinery
and oquipment and of stool plpe, howover, rose
sharply—10 & cstimatod $6 billion and $2.5 billion,
rospoctively—as daliverics began for the Siborla—to-
Western Burope gas pipeline. Total hard currency
imports wers $27.4 billion, down $300 million from
1981.

Sorvict teade dats lodicate that deliverics of major
weapoa syttems to hard currency LDC customers rose
substantally. This, togothar with the impeovement in
the trads picture, shoutd have allowed the USSR to
reatlize a curreat eocount surplus of more than $4
blllioa, up from & small doficit In 1981. It is possible,
bowerer, that much of the risc in arms deliveries went
to Sytix (which, in the casc of arms, is considered to
be & bard currency customer) oa crodit aod thus did -
at repeesent read bard currency aflows. In addition,
the Soviets may bave carned about $i.1 billion from
szhes of perbaps 100 toas of gold.

The toxpeovement {n {ts curreat acoount vosition -
ooupicdvkhxmbablofdllghudammcym-
20ce to Poland—which may bave totaled as much as
31 billica ta 1981 —allowed Moscow to reduce {tt
Gt i 1982 By the end of 1982 the gross hard
cxrency detx fell by an estimatod $300 million, to
320.1 blllioa. The amoant cutstanding oa Western ™
covernment-beckod crodits cose by $750 miltioa to
R.Gbﬂﬁmndcﬂmiao(plpcladequkxncn\forthc
Slberta—to-Western Burope plpeline begaa.

From Baek foc Iaternational Settiements (BIS) data.

we estimate that the USSR s comimercial debt de-
ctined by roughty $1.5 billion to $11.5 billica by the
end of the yeer. Al of this dectine probably oocurred
in tha short-tecm dedt. Drawings on mediucm- and
loag-term bank credits are estimated at $1.3 billioa ot
tbot the tame a3 repayments. Moscow's assets (n
Westera banks—which fell by $1.8 billfon during
Jeauary to Junc—A4it & rocord high of $10 billion by
he ead of 1982

The Cott to Motcow. Mosoow has had to pay a
wubrtintial price {or the improvement {a its hard
carrency posiboa. The 1982 lncrease (n ofl cxports (or
bard currency wus achicved largely by cutting back

oxports to Bastern Burope, {acroasing lmporu for
resalo in hard curreacy markots, and holdlnz down
Saoviet domestic oll consumption and/or drawlng
down.oil inveatories. In lato 1981 (hc USSR docided
10 roduco—perhaps by 10 pemcnt-—lu highly subsi-
dized cxports of crudo ofl to onchodcmkh. Bast
Germany, and Hungary. (Odginalty Moscow had
promised tomalnulnollc:porutolu Bast Buropcaan
allies &t the 1980 lovel (hmzh 1985.) At the same
time, Poland appercatly roducoed its imports of oil—
cspoclally of ol products—from the USSR as lts
domestic requiremonts wers down bocausc its indus-
trial plant was opcrating way below capacity. Thus, a
major share of the l982(nausc(noilaporutohuﬂ
wmcycounu'lacauw&omthcmduammexpau
to&nom&umlnnddxdomtthovicumbo-
lieved to have substantially increased oll imports for
salc {a the West; purchases of Libyan crude oil—
presumably in paymeat foc arms deliverics—cose to
a0 cstimated 140,000 b/d in 1982 from an estimated
40,000 b/d in 1981. This brought total off imports in
1982 10 an estimatod 250,000 b/d. Although part of
this oil weat to soft curreacy couatrics such as
Fiolaod, most of the additional imported oil presam-
ably was uacd to boost Sovict oil exports to hard
currency countries

Siace Sovict oil productioa increased by oaly 70,000
b/d in 1982, the approximate leveling off of total nct

- - oil exports: tmplics-elther very little growth—perhaps

oa the order of 0.5 to 1 perocat—in domestic ol
consumption end/or a drawdown of ofl stocks. Be-
camof(hcfchcocyofmo{fudmin
the USSR in the past few years, we belicve that
inventocics have been taut. If domestic ofl consump-
tion did grow by 1 perocat or bess in 1982, the USSR
probably found {t excoodingly difficult to obtain the
2.2-perocnt rise in industrial production and the
2-peroent {ncreasa (o GNP cotlized for the year
without making remackable etrides in conservation or
{nterfuc! substitation, oc both. We do not belicve,
bowever, that the Sovicts made cuch strides tn such a
short perfod. On the contrary, regime atiempts to
impowe coazervation throagh ratioatng very lkely betd
downpmdv‘cdgnh(ndumymdo(hammo(thc
coonomy ~




In addition, Moscow has forgono substantial imports
of grain and nonagricultural commoditics. Imports of
machincry and oquipment declined in volume by more
than 40 percont during 1977-81. Continued import
cuts ciearly would interfere with regime cfforts to
improve productivity. The USSR's apparent decision
to limit imports of grain will bo felt by the Soviet
consumer in terms of per capita availability of meat
and dairy products. * - :

Balance-of-Paymonts Prospects
In spite of the substantial help the USSR received
from hard currency imports in the 1970s, a poor
outlook for Sovict exports suggoests that the USSR
will be compelied 10 limit severely the growth of hard
currency imports in the 1980s. Although the USSR
could obtain some additional relief by further tighten-
ing the screws oa Eastern Europe, as it did last year
with oil, such a course would be politically difficult
for Moscow, given the cconomic problems already
coafront ¢ .hat area. In limiting or cutting imports.
Moscow faces hard docisions regarding who at home
shoukd bear the burden—the Soviet consumer., the
partisans for more investment, or industrial managers
who noed intermediate materials such as steel and

- chemical feedstocks.

Export Treads ia the 19803, The improvement in
Sovict hard currency oil exports recorded in 1982
probably will oot last lorg. Oil production of 12.3
billioa b/d last ycar was only 0.7 percent above the
level in 1981. Output is expected to show little if any
growth through mid-decade before starting to decline.
The ability of East European or Soviet consumers 1o
absorb further cuts in ofl supplics Is one of the critical
(actors determining the tevel 1o which oil revenues
will (all. Although Moscow probably has given some
thought to making furtber cuts in oil deliveries to
Eastern Europe, it apparently is holding off for the
time being

Additionsa! cutbacks in deliverics of Soviet oil would
be a blow (0 the East Europeans, who could ill afford
10 buy oll on the world market or from the Sovicts for
hard currency. Although in 1983 the East Europeans
will be paying closc to world market prioes for Soviet
oil. they will continuc 1o obtain this ol mostly in.

cxchange for soft goods, that is, goods not readily
salable in Western markets. Attempts to hold down
oil consumption within the Soviet Uaion algo are
likely to fall short of plans, especially since extensive
substitution and conservation depend on large invest-
ments.

Natural gas offers the only hope for sharply increased
Sovict exports over the next few years. Deliveries
through the Siberia-to-Western Europe gas pipeline
now under construction should begin on a small scale
by 1984, and the line could be operating ncar full
capacity a couple of years later. The sharp increase
cxpected in carnings from natural gas exports, how-
ever, probably will fall short in real terms of covering
the decline in oll exports, even if Western demand is
higher than we now foresee. However, although the
Sovicts have their hands full for the time being
juggling coastruction schedules for the Siberia—to-
Western Europe and other domestic gas pipelincs,
they would certainly agree to build a socond or cven a
third linc if they felt the West Europeans would buy
mace gas.

Commodity exports other thaan oil, gas, and gold.,
meanwhile, are likely to show litte, if any, carly
growth.! Of the thousands of products and servioes on
the Sovict export list, only a few offer much chance
for increased hard currency carnings during the
1980s. In a number of industrics (for example, nonfer-
rous mctals and timber), domestic production is stag-
nating and domestic roquirements are rising, squecz-
ing the exportable surplus. Platinum-group metals,
nickel, and chemical fertilizer offer the greatest op-
portunitics for expo t expaasioa. Chances are poor
that the Soviets will be able to boost their hard
currency carmings {rom sales of machinery. Sales of
timber, diamonds, and cotton are expectod to remaia
substaatial but not to increase much bocause produce
tion of these goods is leveling ofT or, in the case of
timber, declining.

. i
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We calculate that carnings from cxports athor than
oil, gas, arms, aad gold could incroase at bost by
roughly 4 pcroont & year in real torms. This cstimate
aszumos that Soviect plannars are willing and able to
{ncreate investment and allocations of labor to sustain
an expoct push oa a broad front. It alto assumes that
Western demand will be robust cnough to accommo-
date & large voluma of Savlat sales. Bocause of these
factocs, wa bélieve a more realistic roal growth rate
foc theso expocts s botween 0 and 2 percent por year.
Altbough Moscow could stogyup gold sales—It could
scll about 300 tons a year without dipplng lato
reserves—{t would have to be careful not to push too
hard oa the market becauss of the offoct on prices.

The outlook for Savict cxport carnlags is colored in
the shoct term by weaknest in Western markets,
Wocld oil prices may remain solt for & few years. The
roughly $3 a barrel drop in prico alrcady’ expericnoed
by the USSR in 1933 could reducs hard currency -
carnings from oil salcs by aboat $1.5 billica. More-
over, coatinued soft off prices coald. also impact
severcly oa Sovict carnings {rom other sources. In the
casc of maturzl gas, the $3.35 per million Btu that
taly sgreed tn March 1983 to pay the Sovicts was
roaghly $1.35 below the base price negotiated foc
1982 sxies. Moceovér, Moscow may carn tess hard
currency {rom arms salcs because of large declines in
ol carnings in the Middle Fast.

Higber ofl prices would onoe more yield wind(all
profits for the USSR. lacreased oil revenues might
abo help the Middic Eastern countrics to increase
their pacchascs of Sovict arms foc kard cucrency. A
spurt la Soviet oll carnings probably would much
more than offeet the likely stowdown in Western
demand for Saviet noacnergy commodity expocts
becawse of lacreased competition from LDCs and
ocwly industrialized coaatriot.

H erd Currency Prefections. At this Ume, we (orescc
litthe if any increasce ta the raal value of the USSR
hard currency purchasing power through 1990. Much
depends oa ofl price trends, hawever. A great deal
moce ancertainty attaches to our estimates (or the
sccoad hall ~f the doecade than to those for the next
three ycan

We have made projections on the basis of our csti-
mates of Sovict sxport capabilitics to suggest the

magnitude of tho hard curroncy constraiats {acing the__.

USSR tlrough the rost of the decade. With the help
of a serics of standard acoounting identitics, we have
calculatod tronds in Soviot financing requircments on
the basis of specifiod values for koy carnings iteos
such as the volume and price of ol and gas exports
and salct of arms and gold ’

The key unknown in the calculation Is, of course,
Soviet hard currency oil exports, which we have
projocted 1o docline annually by 70,000 b/d & ycar on
average o tome 600,000 b/d in 1990, about onc-ball
the 1982 lovel. This assumes that:

« Sovict oil production averages about 2.5 million
b/d & year in 1984 and 1985 and about 12 million
b/d during 1986-90.*

« Domestic requiremeats for od-—aunuwd at about
9.2 million b/d in 1982—isc no higher than 9.5
millioa b/d ia 1990.

« Oil imports average 250,000 b/d.

« Oil exports 1o Communist coustrics remain at the
1982 tevel of about 1.85 million b/d.

» Qil exports for soft currency o0 noa-Communtist
countrics (ouinly Finlaod and [adia) remaia at the
1982 level of roughly 300,000 b/d.

Because of soft demand in Western Europe for ofl,
nominal peiocs are prajected to (all in 1983, tevel off
in 1984, 20d rise with the rate of inflatioa for the rest.
of the decade. We estimate that gus exports foc hacd
currency will rise to 32 billion cubic meters (m ) per
year by 1985 sad to 52 billlon m ' by 1990 a5 gas sales
to Western Europe rise. This assumes that West
European demand for gas picks up substantially aed
that contracts for gas coming through the new pipe-
line arc ook scaled back sigaificantly. Althoagh some
fococasters are projocting mach softer demand foc
gas, we belfeve it likely that this demand will pick up
again in the scoond half of the decade as coonomic

* Accarding to tbe tooem CLA ofl estimate, we cxpoct Sorict ofl
eoduction to rixe to 12.6 m(llion b/d tn 1915 ead thom bevad off
before docllning to about 11-1) miltion b/d ty 1990 Domemcoll
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Assumptions Underlying Hard Curreacy
Balance-of-Payments Projections

Ol exports rise to 1.2 million b/d in 1982 and decline
by an average of 70,000 b/d a year during 1983-90.

Gas exports from existing pipelines drop from an
average of 28 billion cubic meters (m'} a year during
1981-83 10 25.5 billiog nt* a year during 1984-90.
Deliveries through the Siberia~o-Western Europe
plpeline rise from 3 billion m’ in 1984 10 27 billion m’
by 1990.

Real wonoil, noxgas exports grow by | percenr a year
in 1983-90.

Additicnal real arms sales hit an cxlraor;ilnary $5.9
illion in 1982 before dropping off to $4.5 billion a
year during 1983-90 !

Ree! net earaings from invisibles (excinding interest)
grow by 5 percent a year durirg 1983-90. (¢

Geld sales rise from 100 tons (r 1982 to (1} 200 tons a
year or (2] 300 tons a year during 1983-90 depending
on the need for such sales. |

* Rea! imports are (1) held constant or (2} allowed 10
rise 2 percent a year during [983-90.

Real anrecorded exp . nditures (errors and omissicns)
are keld constant at $3.5 billion during 1983-90.

The overall annsal inflation rate applying 10 all tr:de
except oll an® gas is 5 percent in 1983 and 7 percent
during 1984-90.

Nomiaal ol prices drop from an average of $32.25
Jor the mix of crude oll and petroleum products
exported to kard currercy countries in 1982 t0 $29.50
a barrel (n 1983 and 1984 and then rise with the rate
of inflation.

y

Nominal gas priccs for gas plped through existing
lines drop from 3145.80 per thousand m’ (n 1982
(equal to $4.13 per million Btu) to $137.13 in 1983
before rising 1o $166.95 in 1984 and $198.35 in 1985.

They then rise with the rate of (nflation. The nominal

price of gas golng through the new Stberia—to-West-
ern Europe pipeline starts at $186.39 per thousand m’
in 1984 and then rises with the rate of inflation. /

The nominal gold price rises from $356 a troy ounce
in 1982 to $395 in 1983 and then rises witk the rate
af inflation.

Drawings ox soxpipeline Western government-
backed credics are held at $2 billion a year in real
terms during 1983-90.

Drawings on credits for the pipeline are $800 million
in 1982, $2.5 billion (n 1983, $1.7 billion in 1984, and
31 billion in 1985.

Nominal skort-serm commercial debt remains at the
estimated 1982 level of $5 billion

Drawings on commercial medium- and long-term
credics vary to fill the annual financial gap.

Interest retes run at an average annual rate of about
11 percent.

The average matxrity stroctuec (s elght years on
norpipeline offictal credits, 11 years (with a three-
year grace pertod] on credits for pipeline equipment.
and five vears on medium- and long-term commercial
credits.

“\
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rocovery in Western Europe picks up.' Wo allow the
nominal price of gas, meanwhile, to incroasc by 28
percent as coatracts under the Sibaria—to- Western
Europo pipeline start to be fillod and then rise with
the rate of inflation. In all, the gas prajoct will add an
average of about $6.4 billion annually in nominal
terms to Soviet hard currency carnings during 1987-
90. Nominal carnings from oil exports, however, will
be about $9 billion a yoar lower on averago than if the
volume of oll exports had remained at the 1982 lovel.

o our calculations, the volume of prajocted gas sales
is 3ct oqual to the amounts: (1) currently contracted
for through existing lines, and (2) likely to be pur-
chased through the now export line. In fact, the
USSR probably could scll substantially more gas than
this should European customers sock additional sup-
pties.- The USSR has roughly 10 billion m * of surplus
capecity available now in cxisting lines and could
increasc this amount markedly by adding to Czecho-
slovakian transit capacity. -

As notod carlier, we allow commodity exports other
than coergy, arms, and gold to rise by roughly 1
pervent & year {n real terms from their 1982 level of
$8.3 billica. Even this assumption may be oo optimis-
tic. The volume'of these exports was lower in 1980
than in 1978, and further slippage occurred in 1981.
The volume of wood and wood product exports fell by
more than balf during 1977-81. Recal exports of
machinery 20d oquipment levelod off during 1979-81.
ead sales of ferrous metals and agricaltural products
{edl sharply during 1978-81

Given our sssumpions regarding the volume and
relative prices of the USSR's hard currency exports—
aed armming annaal gold sales of 300 toas—Soviet
hard currency purchasing power would at best remain
tevel through 1990 a3 shown in tabic 3 where nomina!
caruiags bave been deflated by the assumed rise in
import prices— 3 percent in 1983 and ? peroent per
year thereafier

Usiag these assumptions, we estimated financing re-
quirements to: (1) maintain the volume of importx at
the 1982 kevel and (2) increase import volume by 2

" Se

Table 3 Blilion 1982 US §
USSR: Hard Currency
Purchasing Power

T 1982 1985 1990
Tomd WS 329 DA
P_:i_?_fh-ndbu exporus 26.2 228 229
Additional arms sales ¢ 5.9 4.5 4.5
Gold salos ¢ i1 )6 36
1nvis{bles ¢ it 20 24

* Salos ot vacludod in roported exports to bard currency countries.
* This assumos gold salos of 300 toas & year during 1983-90.
« loctudot {ntorest reocipts.

perocent per year during 1983-90. As shown in tablc 4,
the USSR ‘s debt remains quite manageable through
1985 in both cases and through 1990 in the case
where real imports arc held constant. If real imports
rise by 2 percent a year, by 1990 the debt service ratio
would approach 40 peroent, a level the Soviets would
probatdy deem too high unless they modified their
preseat conservalive attitude toward borrowing

Our projections arc highly seasitive to the volumes of
oil, gan, and gold sold. Each additional 100,000 b/d of
oil sold would increase annual purchasing power by an
average of roughly $1 billion, using the real prices we
have assumed. Each additional billion m * of natural
gas sold would yicld about $165 millioa in real terms.
And for each additional 50 tons of gold sold, rcal hard
currency reocipts would risc by $575 million

Finally, we have assumed that export priccs—exoep
for oil, gas, and gold as nated above—and tmport
peiocs move together. Bocause of the decline in real
oil, ges, and gold priocs in 1983, Soviet termus of trade
deteriorate in that year but improve in 1984 and 1985
because of the rise in real gas priocs. They then show |
no change through the rest of the decade. The
rituation could be far different, however, if a battle
among the world's major oil producers over prices and




Table 4 Billioa Cuerent US §
USSR: Hard Currency Flaanclag texcopt where notod)
Roquiremeats Under Alternative
Scenartos
—————— T Roal lmpocus R—;l—l;wu“” T
Coaztaat Growth
(2 Percent
e Year)

. '982 1985 1990 19¢S° 1990
Teodlegports 242 T4~ R4 4 k6
Toalbmpors 174 131 44 383 sat
Goksba 11 29 41y et
Net credits ~14 26 )4 50 s
dawa ; _

Net detx 10.1 142 0.t 194 sts
Dttt sermice catis 16.0 18.S Us 1o , 362
(peroead)

market shares bocomes a reality. Aod., although it is
uncikear where prices resuldag from such 2 struggle
would ultimately sctile, the USSR would dlezrly be a
majoc loser {f ficiocs fell by $5 10 $10 & barrel. As a
cough rule of thumb, every $1 fell in the price of oi
costs the USSR $4350 million ia bard currency reve
aucs, assuming volume remains the same. On the
other band, the USSR as a raw materials supplicr
coald Cerive some acar-term beacfit from a boost in
Wettern coonomic growth rates that could {ollow a
reduction in glotal coergy paocas. On belance, bow-
cver, the USSR woald be hurt far moce than it would
be belped by a dedine in ofl prices. -

Coactwsiox .

Pucedoxically. as Sovict domestic difficultics mount
aod coooomic growth slaws, Moscow hizs boen lews
willing to rely on coonomic tics with the West.
Averyton (o the rapld growth of hard currency detx ia
the aud-1970¢ tod to a tharply slower growth in real
{mports—2 peroent & year dardng 1977-82 comparcd
«ith more thaa |8 percent & year ducing 1971-76—
and restraints on naw borrowing. Wastern trade szanc-
tlora following the Afghaalstan iavasian elmost ccr-
winly dampened the enthustasm of planncn for rely-
iag oa imports from the West. Meaaawhile the Polish
crisis has eeinforoed the potition of those opposing too
much dependence on East-Went trade

L Soyfet

In remarks to the Supreme Sovict in November 198,
Statc Planning Committee Chairman Baybakov im-
plied that the volume of non-Communistbountry
tradc would grow by only 2.3 percent & ycar during
1981-85. This comparcs with just over S percent a
year durdng 1976-80. Provisional cstimates indicate
that the {ive-ycar plan for trade with non-Communist
countrics is ahead of schodule with the lhargrisc in
imports in 1981 and in exports in 1982.

Import Priorities. The question is whether Moscow is
in & position (o forgo the benefits that would accrue to
the coonomy (rom cxpandiog its trade with the West
during the remainder of the 1980s. Within the limits
of hard currency svailability, world supplics, and
political considerationt, the USSR will at 2 minimum
want to: (1) import sufficient quantitics of farm
products (o keep per capita coasumption of quality
foods ncar prescat levels, (2) purchase accessary ia-
dustrial msterials, and (3) bay encagh machinery and
techpology 1o moct priofily iavestment goals.

Although Mascow ts likely to place great anphasis on
increasing agricultursl sclf-sufficicacy, imports of
20-30 million tons of graia and 2-3 million tors of
oilseeds and oilsood meal will be acedod annually to
support livestock expansion plans during the next
scveral yea s even with normal harvests. The Soviets
could reduce average grain imports o less than the
projocted bevel in the ualikely cvent that: (1) plans o

increase the share of roughage in the average foad™ = 7 -

ration arc achicved, and (2) plans to increase food
efliciency arc mct. Imports of other farm products—
sugar, vegetable ofl, meat, and butter—will depend
partly on domestic production but also on the extent
to which the leadership s committed to matntaining
pct capita consumption levels. The 1-percent dodine
in per capita meat consumption the Sovicts permittod
in 1982 —as imports of mecat were cut back dighdy
from the rocord 1931 kevdl despite stagnating domes-
tic production —suggests that the preseat toadership is
not willing (o increase imports of farm products
indefiaitely.

A reduction in the valuc of farm impocts would allow
&t lcast moderate increascs in eonagricultural im-
ports. Purchases of Western stoc! and other industaial
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inputs will coatinue to boe given priority to kecp
peoductive capacity operating as fully as possible.
[mports of large-dlamotor stoa! plps will romaln criti-
cal foc the construction of oll and gas plploines. We
cstimate that the Sovicts will nood to import at least 3
willion toas of stocl pips & yoar during the 1980s at a
cast of about $2 billlon & yoear (1982 prices)—or about
the same as in 1982, By tho late 19801, Mascow
should be able to lower annual pips Imports because
of increasod domestic production. The Soviots are woll
along in building now steal plants to produce large-
diameter plpe. Wa expect theso facllitios to become
operational during the 1986-90 plan pariod.

[a addition, the Soviets will coatinue to buy—at feast
foc the next few ycars—large amounts of cold rolled
sheet steel foc the machine-bullding, sutomobile, and
coasumer durables iadustrics; tn plats for canalng
and peciaging: and various types of high-quality
prodocts foc use in trantformers and cloctric motocs.
Purchates of these peoducts are cxpected to remaeia at
aboat $2 billioa & ycar until 1986 or 1987, when the
Novolipetsk mctallurgical plant is expocted to go into
full operation. If the Soviets decided to lmport from
the West iroa oce, coldng ocoal, and scrap mctal in the
amogats accessary to moet plaaned 1985 stee! produce
tioa, an additona! $1 blllion could be addad to the
aanqal tmpost bl

la reviewing the USSR's machinery and oquipment
requirements, we expect that Moscow will continue to
give pority to importing oquipment necestacy foc
devcloping energy resources. The allocation of Saviet
tovestment resouroes b heavily skewed toward energy
while acglocting other sectocy that are also {mportant
o economic development. Although it Is too early to
know what the (986-90 Sovict {nvestment plan will
ook Uke, coergy devetopment will in all likcdihood
coatinae Lo rooctve potority. To a large extent, the
current Sovict energy strategy bs deiven by an awarc-
octs 0a the part of the leadenship that it may bave o
zroocpk a0 ofl productioa docline in the late 1980s. In
sddition 10 beavy emphasts on West Siberian oil and
gas. the major clements of Sovict energy policy

foctede tocreased subititation of gas for ofl, conserva-

thoa, sad modemization of {ndustrlal (acilitics. The
cnergy soctory, {ncluding associated tafrastructure,
are wchoduled to ceccive more than one:halfl of the

increment la total lavestzieat during 1981-85 Thix

sharc will havo to rsc still further in the second halfl
of the 19801 unless total investment growth {s in- __
creased shamly.

Our analysis of Sovict equipment manufacturing ca-
pabilitics and the continulng problems in the oil
industry indicate that roquirements in the 19805 will
center on Western equipment aad technology for
doeper drdlling, fluidlift, and well complction and
serviclng. In addition, the Savicts will ncod sophisti-
cated exphoration oquipment, offshore drilling plac-
forms, and secondary ofl refining tochnology. Bocause
gas is critical to malatainlng total Soviet energy
production growth in this decade, continued imports
of pipelayors, turbines end compeessors, and other
gas-cxploitation equipment will be noccssary. Western
equipment and techoology will be espocially crucial
(or cxplolting “sour™ gas deposits, such as those at
Astrakhan and Tengiz

The recent greatly increased emphasts on the Food
Program suggests that agricaliturce and the food iadus-
try are also likely to reccive spocial attention over the
next few years. This program gives top paodty to
upgrading capital stock in all phases of food produc-
tion. [avestment allocations bave beea sharply in-
crezsed for industrics that produce machiacry for
(arming sod animal husbandry, fertilizer, oquipment
for food processiag, and storage and transportation
oquipment. Savit Miaistry of Agriculture and trade
ofliclels have indicatoed that imports will play an
importaat role ia this food-related {avestment pro-
gram. Soviet officials have expeeseed {nterest in ac-
quirlng Western farm machinery, roed construction
cquipment, food processing and packaging lnstalla-
tions., es well as stocuge (cilitics for perishable
products. lncreasiag lmpocts of superphocpbornic acid
(rom the West (or produciag phosphate fertilicer are
alx viewed as {mportant. [n addidon, Mo>oow has
shown rencwod Intencst tn completing factocics that
were proposod or started {n the 19705 with Western
assigtnnoe. These {ndude the Chebolksary trector
Maant, grain combine maaufecturng facilities st
Tagaarog, and & slaughterhouse/meat packing plant
ncar Moscow that would socrve as a prototype for
(uture coastruction.




As in rocont yoars, Imports of Westorn machinory for
other soctors of the econamy probably will suffer if
hard currency constralats continue. Moscow probably
will try to coatinue {ts imparts of nocessary spare
parts aad other malntenance {tems. For the remainder
of tho current flve-year poriod, at least, the invost-
ment plan calls for increased empbasis on renovation
and modernization at the expenss of now construction.
Modcrnization efforts are to be directed particularly
at laboc-intensive cuxiliary processes, such as materi-
als handling, loading and unloading, and warchous-
ing, which absorb more than one-third of the USSR's
tndustrial wock force.

Seviet Adjastoeents. The need to curb the growth of
hudwmcylmporuoomcsautlmcwbcat}mr
domestic growth s making resource allocation dedi-
sfoas moce difficult year by year. Although they may
try, Sovict leaders probably calculate they caanot
count oa the East European countries for much help.
Although it could provide more consumer goods and a
limited range of industrial and investment goods,
Eastern Europe's capacity to provide sigaificant as-
sistance ts limited by its own coonomic and financial

peoblems.

The possibllities for expanding Soviet hard currency
imports in the latter part of the decade and beyond
arc greater. Apart from the possibility that ofl prices
will again rise, the main quostions concern West
European imports of Sovict natural gas and both
Sovict and Western policies coacerning use of 2nd
aocess to Westera credits. The Andropov administra-
tion, (aced with severe econoaic difficulties, is {lkely
10 coasider ¢ wide raage of coonomic policy alterna-
tives, focluding steps to expand imports from the West
to facilitate {mprovements In productivity and tech-
nology .

Oncmm(mschxrdwmncylumorumldbc
1o expand gas expotts to Western Burope well beyond
proseatly coatracted amounts. When the export pipe-
lire now beiag bullt ts completed, it will have enoagh
capacity for additional Soviet gut deltverics. Unless

alternative sources arc developed, West Buropean gas
demand should be sufficient to cover these additional

doliverics in tho late 1980s and carly 1990s. And cven
if altornative sources are doveloped, the USSR could
offer gas at substantially lower prices than those
prajocted for now Norweglan gas, make a profit, and
obtain a great deal of hard currcacy. Beyond 1990,
the Soviots have amplo gas reserves to justify oae or
sovoral additional gas pipelines of the size of the one
under construction. The main constralat will be what
Western Burope and, on & much smaller scale, Japan
noed and are willing to buy.

Western credits aro a potontial source of substantial
edditional Soviet hard currency imports, but oaly 1{
Soviet debt policy becomes less conservative and

- Wostern governments provide encourzgement and

tnsurance to the lenders. The Sovict debt position is
currcatly easily mansgeablo—uwith a ratio of debt
vervice to hard currency carnings of 17 peroeat—and
probably will remalin o at least through 1985, Mos-
ccwcodd,lfllwubod.lncmaxthcdebtmocmuo
substantially before it reached troublesome levels

The main impact of an increase in Sovict hard
currency carniags of credits would probably be oa
imports of Western machinery and equipment, which
have doclined substantially in recent years. Sovict
imports of Western machinery and oquipment now
coasist mainly of oquipment for the oil, gas, chemical,
and metallurgica! industries. The main purpose of this
oquipment is to alleviate severe bottlcnocks in the
supply of fucls and key industrizl materials. A sub-
stuatie! {ncrease tn hard currency receipts coold mean
a growth in imports of mechinery and oguipment
large enough to significantly affect the moderniration
prooess. By the same token, a further decline in
imports of machiocry and equipment would make it
even more diflicult to redece the kinds of bottlenocks
that have been bampering Soviet coonomic growth.
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Appendix A

USSR: Hard Cwrrency Trado Partners, 1970-81«
(as Regorted by Partaer Countries to the IMF)

Developed Woat
Buropear Commuaity Africa (continved) Asis and Middle Best
Beigium tvory Ooast Burexs
Kouys Cypres
Federal Republic of Germany Uiborta Hong
Litya [ndoncsia
Qroece (1978 on) Madsgascar Ireq
luly MaH (1978 o) Sordan
Lazemboury Manritants © Kuwalt
Netheriznds Mawrithes Lobenon
Usived Kingdom Mozambique Macso
Octher Buropeta Cocatrics Nigerta Nepal (1977 or)
Rwands Philipptocs
Austria (1971 on) Soncgal Sawdl Arabis
lostend (1977 or) Slerra Looss Slagapore
N Sudan Sl Lanka (1977 on)
Q
Portagal Togo Yemen, Areb Republic
9"'5’ Turisa Yemen, Pocple's Democratic Republic of
. Uganda
Switzeciand Upper Volta
Zekre
Other Zaxdia
Amstralis
Cunade Latia Amecica
Now Zeetaad Botivia
Usited Stases Bresll
Chille
Laws devcloped comntrion Colombia
Africs . Costa Rica
Algeria (1980 03) Docisicen Repablic
Aagola (1977 on) E1 Salvador
Bexda Guatemata
BDarvedi Oxem
Camercon Homderss
Cape Verde Litaadi (1978 ca) Seraica
Crwtral Mexho
Cosgo Niarsgua
Exhiopla ’ Pesama
Bquatortal Ouiecs Pursgeay
e .
Ghena (1576 on) Uncm“d
Biseen Veosroela
¢ We have wsed data 0e Soviet trade with the muitliaters! trade ¢ Annoal on Bxchange Remrictions, {sterextions] Mooetary
pertaers ln calosiating Merd cxrrency trads with soa-Commnnint Pend, Wi D.C. Uslen othereise statad, & smahtfiatecal
countries. Some of the Soviet trade wiih the mudtilstoral LDC treding relationship was tn effect thromgbont the 1970-81 period.

partrers, however, probably b 0a & barter basts. Coaversely, part of
the trade with bllatera! LDC pertaers may be 01 & hard currency set«
thernest basts. :

/2.




Appendix B

Statistical Tables , .
¢ B-1
R: Hard Cwrreacy Imports «
1970 1971 1972 197) w1 1918 1976 T3] 1978 T30 1960 1981
Miltion curremt US 3 ¢
2984 3 4342 € 8435 14577 15478 14208 11,826 21438 24870 nare
. 101 183 ™ 1423 633 31 26 1356 2,353 321 4,548 6,378
tagricaloural 657 600 $43 Lus 1,388 1.760 1,665 2008 &:1 2854 417 5320
[ 5]
soecy sad 967 960 1.283 17139 2334 459 S04 s.117 5970 6,032 6.039 4523
et ¢
s mvetalks ¢ 3 374 498 899 1942 2621 2296 1819 2,588 - 3536 3,606 3,597
sicals s 206 249 70 7 m 609 658 [11] 1,190 1646 1,59
£ 41 768 99 1,293 1689 2552 1200 3250 3,519 454 [¥3E) 6,370
Mittion |90 US 3 ¢
s 31584 2851 36T 430 123 1419 1328 1531 7294 324 2495 2,15
a 101 19 126 783 243 91 1257 (31 934 1,100 [X1:3 1,600
e sgricolaral €57 111 383 406 6Tt 862 16 09 S48 945 152 L0
ncts
Hioery and ”%? s L\ 1333 1622 1.700 2909 282 216 351 2350 1675
pancat ¢ . ‘
ous mesals ¢ 03 o m $9) 1095 -—10%5— - 1IN [T3] 1,151 1474 1,38} _1.%05
vicals ns 204 243 233 S0l a8 363 302 o) 430 610 575
are ) [T%) 846 o1 1089 1,357 1,19 2075 1605 1 862 200 2273
chudes ol covntries tradiag wich the Saviet Usion on @ bard « Exclading (mports emackssed with the Oresburg pipeline-
rency Sesis a2 of | Jeawery 1980 « The constamt price scrtes was ortimated by wsing actual quandiy
Michal Soviet Rareiga trade statistics. hummwdamﬂ&hmdwﬂww
chudes the folloetag knpacts which the USSR reported i mmtummhwm-mwmmwh
tmenes ad which we deXere are amociased with the Orendurg various corvnodity groume.
wrad gaa plpeline: $£20 eliion 1976, $TLT ailtion Ia 1977,
16 aulliion tn (978, $30 Zlion ia 1979, $11 eniltion ta 1980, and
oln 1984,
19
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able B-2

SSR: Hard Curvency Exports « —
1970 m 1972 1973 1974 1973 1976 1£-12] 1978 1979 1980 1981
Mittion current US 3%
el 2424 PR 11 1954 $909 1469 8134 10,228 11,863 13,336 19417 23,584 21,778
wroloum ¢ [ 608 600 1,304 2,141 3,391 4,744 3,583 s, 1o 9,58$ 12295 22
tatural gas 14 u 214 32 93 0 338 366 1,0M 1,404 2,704 3,968
nal aad coks 106 27 124 139 236 402 m 366 295 315 366 %)
lackinery and )] 207 267 360 14 A7 803 90 1299 15 1,468 1,534
pporat
scrous swetals 3] A1} 130 n6 236 164 m 18 k) 26 85 169
::::l wood n9 ¥, 4t 1% 1046, 9 889 1084 91 137 1,500 1016
Jemicels [ [ 10 1o 245 143 198 P8 287 $42 758 ™
\gricutusrs! T3 340 350 367 n 341 $$3 652 “« 457 458 [11]
roducts
Namonds ¢ 173 257 ¥in F1E) 545 478 sul 606 m 1043 1304
Mhet T 6Q 587 1219 1629 1449 1617 1,703 2333 2911 2488 3357
MiBon IPTOUS $ ¢
(otak G4 2589 2,541 33 2910 2946 32 3,355 4078 4018 347 34
Netrolesse 430 490 433 447 Qa7 $30 [X3) 19 64 94 676 639
Natersl pus 14 L) ] b2 o 9% 168 196 38 94 ¢ 322
Xal and ke 106 8 80 8s 93 ©® 9l 90 70 6S 9 b2
Wachinory end 1] m 200 238 m 320 3% 360 562 (.} $33 560
weipment
Rexvors enetads 137 167 n 182 99 82 109 14 9 102. . 110 105
Wood sad wecd ) 3180 420 46 01 378 rre 3 43 384 353 200
redacts
Chennicals L [ 9 106 n 131 1"y 134 188 316 12 38$
Agticeiteral 1 30 m 133 249 32 200 29 144 u 106 160
prodecss
Olemannde 1523 132 346 389 33 2 n4 ot I 380 3%
Oer ™ 30 30 1) 37 > st ™ 228 104 353 1073
« tachudos o countrwes trading i) the Soviet Usion on & hard ¢ GRCD stathstics. )

* Officisl Soviat fareign trede

stazdstics. .
« Thane dstn were calculated by adding estisna tes for ofl exports to
thaus LOCs far which thers are no Soviet data 10 the totsl caloutated
from Sowiet statintics.

« For 1981 onty, diamond exports are ncleded with “Other.”

£ The constant prioe sorics was estimatod by wsing actusl quastity
data whore avaflable (for example, for ol and saturel gasj or ty
Goflating the vatwe perios by UN and ather Western prioe ndexes for
wvatious comemodity groaps.
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Table B3

USSR: Estimated Price Tronds in Hard Carrency Trade

Anxual Increase in percent

1973 1974

1M 1975 1976 1977 1978 1919 1980 98]
Brports 12 %6 8 0 89 134 —73 411 302 19
Lot 8.6 313 73 180 —33 6.1 183 103 113 57
Termaoftrade® - 13 N3 419 —119 150 88 -6 39 110 21
« Chaxpe la export privcs divided by changs ia import price.
Table B-4 Table B-S Mllion csrrent US §
USSR: Exports of Petrolewaa ’ USSR: Equipesest Orders Placed
and Natural Gas for Hard Carrency « With Hard Currency Trading
_ . Parteers «
Petrolexm aad Natural Gas Tol Bacipment Orders
ol Natera! Oxber

Thousnd  Milioa  Billioncubic Mlion snd

Sarvels/day S US § « wcters/year s US $ Gas Projocts Prajocts
T 0 ) T W X0 L 42
Pren 08 P N T o 850 140 110
TN o 3 ™ 112 1,700 325 1378
9N L) 1,504 2 0N 1913 2600 20 2,400
1974 1 2741 3 93 1974 4300 60 3,700
e [ Qa T ysg 1916 6000 1,700 4500
T 10% 5,583 14 366 v 330 30 3,50
i 1,100 710 P 1on 1978 2800 L2} 1915
Iy 1000 9,588 H 1,404 1wy 2608 20 2475
1930 73 12,293 1) 2,704 1980 2500 40 2,200
1981 ” 1220 n 3963 198ty 6700 2500 2,900
1m0 14,500 % 1,800 982 3400 1234 AL

¢ Brcleding kird currency exports o Commasiet conntrics.

* From offickal Soviet foreiga trade statistios through 1976 and
ostimeted theree{ver

~Muw¢us&kwmmm.amm
deliverien %0 those herd cerreacy LDCy for whidch Soviet exports of

o sre wot reported.

23

* Data on Soviet orders are collected from & verioty of sowroes,

trade jourmals and Westora ncwpapers.

Socteding
* The vatue for 1981 tackedes sbout $4 billion ta arders for the gxs

reporting, information for 1982 b tacomplets.
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6
stimated Measures of
» Crrency Debt Burden -

9 wn 194 1973 1976 19 1978 1979 1930 1981 1982

Miltion US §
s exports (f.0.b) 2934 $,009 7,869 8,280 10,228 11,863 13,336 19417 23,584 23,778 26,152
cwveacyoaringse 4300 3,600 11,90 1L, 14,99 13,400 L5608 26,500 090 32600 35209
fond of year) 2408 3,743 5178 10,577 14,707 13,609 16,375 18,050 17,863 20865 20,100
ayments ¥ 06 397 628 969 1,365 1958 2331 2800 3050 3,200 3as
ymomts 170 I 508 804 1012 1,140 1219 149 1620 2,200 2200
' 906 1,737 2082 6,371 $A93 2887 3097 4418 2863 6,200 25650
x 4% 1,008 919 4598 3,118 -238 ~483 43 ~ 1,808 800 —2965

Percent
% 0 merchandise 16 15 " a b3 % n n 2 23 a
» tototel hard u s 10 1S T3 17 17 16 15 17 16
halngs _
madiag dobr % twtal [ 4“ X 9% $9 s 76 > [ [ s7
acy sarnings
» w0 draviags 33 42 s 2 Q 108 1s 95 163 87 a2
1dedt o Soeat gross '™ A A N A " T} 18 20 » )
rency from merchandiss sales of

-u: exports, oold
- and longdermdeln. |
mc“uwmwm.o
4
ZS > -‘;
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Appendix C

Estimating Soviet
Hard Currency Debt

Because the USSR doces not releaso information re-
garding its financial position vis-a-vis tho West, csti-
mates of Soviet indebtedness must rely on Western
financial reporting. Such reporting, however, contin-
ues to be seriously deficient in both scope and quatity
of coverage. This paucity of data has necessitated
numaorous, and someotimes tenuous, assumptions in
cakulating the structure and size of Sovict debt to the
West. Sea table C-1 for 2 summary of the methodolo-
gy used in estimating Soviet debt. -

Commercial Delxt

We usc as the basis of our estimates of Sovict
commercial debt reporting by the Bank for lntemna.
tiona! Sctements (BI3) on the asset and liability
positions of Western commercial banks vis-a-vis the
USSR. The BIS series is adjusted to account for: (1)
reported bank leading supported by official credit
gurrantecs, (2) Swiss and Japancse bank positions
reported to the BIS but not broken out with respect o
the USSR until 1978, (3) Austrian baak positions not
repocted to the BIS until 1977, (4) net Soviet borrow-
ing from outiide the BIS reporting area, (5) Soviet
promissory notes beld {n the West but not included io
BIS reporting, and (6) «ct borrowing by the interna-
tional banks of the Council for Mutual Economic
Assistance (CEMAY) which Western banks inclade in
their position relative to the USSR. -

From svailable data oa officlally backed cxport cred-
fts, we estimate that porton of bank leading that also
ts coaated under our estimates of offictally suppocted
debd. Since we lack authoritative information on the
amount of double counting, our estimtes are subject
t0 & wide range of error. For example, in 1981 we
allowed for $750 million in double counting in esxti-
mating the USSR 's debt. We believe that the actual
tota! probably ranged between $500 miflion and

$1 billioa.

{n the case of borrowing by CEMA's intcrmational
banks, Western banks include their positions vis-a-vis
the International Bank for Boonomic Cooperation
(IBEQC) and the International lavestment Bank (118)

27
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Table C-1
Methodology for Euiundnx Soviet Debt

Soriet Babilittes s
Soviet official dote to NATO oountries estimatod l’mdnmnp
data peovidod by NATO
Soﬁe(omdddebthwodea.Sv(w:dwd.Amu.dem
estmitod by annual drawings basod oa machinory, equipmeat, and
plpe trade
Commercial benk assots vis-a-vis the USSR 13 roportod to the Bank
{or laternatioas! Settiomonts (BIS)
Ples
Arstrisa bank asscts foc 1971-76
Swits, Japanoee, and Dutch bank assets estimated from the
USSR -East Evropoan residual given tn the quarterly BIS
reports for 1971-76

Sovict promissacy notos beld in the West but oot incladed in
repocting to the BIS

Net Soviet borrowing outside the BIS reporting arca

Lass

Meombor bank asscts beld in the CEMA interrational banks

Goveramont -supportod orodits tactedod in membeor bank sub-
misclons to the BIS

Soviet Asecty=

Oomudllbuklhbmdavb-awwem:uwudlo&c
BIS

Py
Awstrian bank Uabilitkes for 1971-76

Swisz, Jepaocee, and Dutch beak Hablities estimatod from the
USSR-Eaxt Burapeas recidusl given i the quarterty BIS
reports for 19717

1

in lhar position with the USSR. Using published
IBEC and 1IB balance shoets, we estimate that

* portion of Western bank net assets with the USSR

that actually represents lending to the two faterna-
tional banks. We subtract these amoaats from report-
od Western bank claims against the USSR to derive
the position against the USSR alone. |,




Table C-2
USSR: Estimated Debt on Western Government

Million US 8, yearend

and Government-Backed Credits —_—
New Drawings Undrawa Priacipal Intereat Yearcand Positioa
Commitmeats Commitments Ropayments Payments ;
Outstanding Total
Detn Commitments
9% 612 430 691 160 [}) 1,113 1,804
1123 m i 616 223 106 1,401 2016
19 m 423 1,020 216 119 1,530 1,571
[124]) 1,413 493 2,704 338 133 1,07 4412
194 3,388 1,164 4,959 48) 187 2,388 1348
1918 23110 19N 3304 130 284 3,630 9028
19% 4,604 2,450 6,393 1.038 424 3,043 11,581
1977 1.392. 1991 1923 1,283 492 8,351 13,7136
1321 1.998 2,363 8,557 1456 390 6860 15517
979 1292 2,410 6,748 1,700 670 1570 14,396
190 1510 2,198 147 1,918 730 1848 15,702
1581 4,900 2,000 10,200 2,000 130 18%0 18,600
he ]

With regard to double counting, apparently ocither
the BIS nor those familiar with Westera bank report-
ing procedures can identify that portion of assets that
member banks report to the BIS that is backed by
goverament-credit guarantees. Reporting procedures
and coaventioas appesr to vary by country. We have
assumed that officially supported credits have not
coastituted a sixable share of Western bank cleims on
the USSR. There are indications that a portion of
officially supported credits held by Freach and Japa-
neve banks {s reported to the BIS, as are all officially
supported noasterling credits beld by British banks
and all officially guaranteed US credits. To date, the
amount of UK loans not denominated in pounds
sterting bas been minimal, and US banks have not
requested official credit guarantees on their loans to
the USSR, :

Seviet Delt Backed by Western Govesuments
Annusl NATO reporting on official credits and on
government-guarantecd Western credits to Commau-
nist countries is the primar? data source for estimat.
fng the official portion of Soviet debt. Although the
NATO reporting does not provide sepacate totals for
each lender, it is preferred to that made available by

Eall

the OECD because it contains more comprebensive

reporting by member governments. Bocaunse of lags in
the OECD reporting, we draw upon machinery and
pipe trade data to supplement the NATO data for
ocuntrics outside NATO. The scparate ostimates for
the NATO group, Japan, Austria, Swoden, and Swit-
zeriand are then combined to derive total Western
government-yguarantead dedt (see table C-2).

From the aforementioned statistical sources, we have
derived new commitments of guaranteed credits,
drawings on theee credits, outstanding undrawn com-
mitments, outstanding debt, and total exposure. Sinoce
we must make a number of simplifying assumptions in
computing these totals, we ascribe a 10-peroent range
of error to our estimates. The {nformation on commit-
ments apparcatly refers, in part, to offers of Western
credit for specific projects. The estimate of Soviet
exposure—as measured by totel commitments report-
ed by the West—is inflated to the extent that Western
commitments have not been matched by Soviet orders
for Western equipment, pipe, or other products that
have yet to be delivered. |
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The NATO Counsries. Tho NATO Boonomic Diroc-
tarate mochanism of reporting on official credit oxten-
sions to the USSR proved to be very usoful in
detormining the hard currency debt position of the
USSR. This roporting relics on data collocted by
NATO from member countries on a somiannual basts.
The NATO report provides information both on
officially guarantoed supplicr and buyer credits as
well as diroct goverament export credits. NATO's
report is not & reprint of individuat member country
reports, but an aggregation of theso reports into &
scrios of tables with analysis that highlights key
aspocts of the Soviet debt and finance position.

From the NATO and ORCD data, we complle a time
serics composed of (1) new commitments of guaran-
teed credits, (2) total Soviet exposure (debt and un-
drawn commitments), (3) drawings on commitments,
and (4) debt eervice payments. NATO docs not report
2 total for Soviet debt ca drawn commitments from
member governments. Furthermore, debt cannot be
directly computed from reported data because the
NATO statistics are capitatized—that is, principal
and interest are included in the totals reported by
NATO. °

Thus, we must also decapitalize the NATO total,
which requires making an assumption about averzge
terms of Woestern credits extendod to the USSR.
Bocauss NATO does nat report lending by individual
member couatry nor does it report average interest
rates and maturities, we have had to develop a serics
of average credit terms to apply against the aggregat-
ed data. To this dats we apply as average terms &
maturity of eight years with repayment of principal ia
equal {nstallments. On the basis of information on the
terms of individual credits to the USSR, we apply &

" 6.5-percent annusl interest rate for credits committed
before 1976, 7.2 percent for those committed during
1976-79, 7.6 perceat for 1979 and 1980, and 7.8
peroent for 1980, When used to decapitalive the
NATO series, except for the yoars 1974 and 1978,
these terms yield a debx service total that closcly
approximates the figures reported by NATO.

Using the average credit terms, we computce directly
for the NATO time series: (1) new commitments of
principal, (2) drawings of principal, and (3) total
exposure on principal. Application of the average
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crodit torms against estimated drawings in turn genor-
atos repaymoat schedulos for both principal and
{ntorest. We cstimatod a beginning valuc.for the debt
saries by computing the level of debt that would
produco—givea the assumed credit terms—NATO's
published data on debt service for 1971. We con-
tructed the debt sories by adding cumulative draw-
ings through each year to the 1970 base valuc and
subtracting cumulstive repaymeats of principal. Sub-
tracting estimated debt from the decapitalized expo-
sure totals ylolded undrawn commitments. :

The Nox-NATO Countries. Bstimates of Sovict draw-
tngs on credits from major goverament lcaders outside
NATO (Japan, Sweden, Switzerland, and Austris)
were derived by applying to imports of machinery and
oquipmont from these countries the ratio of imports of
machinery and oquipment from the NATO countries
to the drawings reported by NATO. Repayments of
principal and iaterest on drawn credits were compated
using the same average terms applied to the NATO
drawings series. OBCD reporting is the basis for data
ot new commitments from Sweden, Austria, Switzer-
land, and Japan.

The computed initial value for cach aation's debt
scrics was ccastracted to conform with debt service
estimates for 1971 and reported commitments. The
debt estimates for subsoquent years were computed in
the same way as those for the NATO group. Undrawn
comruitments from Austria, Swoden, Switzerland,
a0d Japan are calculated by subtracting tocal debt
from total financial claims as repocted 0 OECD. ¢




